AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON MOLEMOLE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIALSTATEMENTS 


Introduction 
1 . 


i was engaged to audit the accompanying financial statements of the Molemole l^Dcal 
Municipality, which comprise the statement of financial position as at 30 June 2010, and 
the statement of financial performance, statement of chang^ in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory information, as set out on pages xx to xx. 


Accounting officers responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair pre^ntation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and in 
by the Municipal Finance Management Act of South Amca, 2003 (Act _No._56 of 2003) 
(MFMA).This responsibility includes: designing, implementing and maintaining 
control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error; selecting and appiyin^g 
appropriate accounting policies; and making accounting estimates that are reasonable 

in the circumstances. 


Auditor-General’s responsibility 

3 As required by section 188 of the Constitution of the Republic of South Africa. 1996 and 
' section 4 of the Public Audit Act. 2004 (Act No. 25 of 2004) my responsibility is to 
express an opinion on the financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and General N(^ice ^570 of 
2009 issued in Government Gazette No. 32758 of 27 November 2009. Because of me 
matters described in the basis for disclaimer of opinion paragraphs, however. I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit 

opinion. 


Basis for a disclaimer of opinion 

Revenue 

4 The district municipality is a water authority in terms of section B4(1)(b) and 84(1 )(d) or 
the Municipals Structures Act, 1998 (Act No.1 17 of 1 998). The municipality has ^ 
appointed local municipalities failing within its jurisdiction as service proviaers in terms 
of Section 78 of the Municipal Systems Act, 2000 (Act No 32 of 2000). 

5. The local municipality incorrectly recognised water revenue for water services rendered 
on behalf of the district municipality. There were no proper systems and controls in 
place and! consequently 1 could not determine the amount of revenue incorrectly 
recognised. 



6 ConsequenUy. ! was not able to determine whether any adjustments might be 

necessary to the amounts shown in the financial statements for revenue, the surplus for 
the year or the accumulated surplus. 


9. 


Trade and other receivables 

7 The local municipality incorrectly recognised debtors for water service 

behalf of the district municipallty.There were no proper systems and controls p ace 
and consequently 1 could not determine the amount of debtors that was incorrectiy 

8 Conseauentlv ! was not able to determine whether any adjustments might be 
necessary to the amounts shown in the financial statements for debtors P^vision for 
bad debts, bad debts written off, the surplus for the year or the accumulated surplus 

Provision for doubtful debts 

Mv recalculation of the impairment of doubtful debts, based on the municipalfty-s debtor 
payment history, should be R16 350 740, Consequently, the irnpaiment tor doubtfu, 
debts is underrated by R9 755 140 and accumulated surplus .or the year overstated by 

R9 755 140. 

Property plant and equipment 

1 0 In terms of section 63(a) of the WIFWIA the accounting officer is responsible for the 
management of the assets of the municipality, including the sareguarding the 
maintenance of those assets. My findings below confirm that this section of the MFMA 
was not complied with: 

« Land owned by the municipality is not reflected in the asset register 
o Various assets identified in the asset register could not be physically venfied 
o Various assets identified on the floor could not be traced to the asset register, 
a Completed capital projects not disclosed in the financial statements 
a Properties identified in the valuation roll could not be traced to the asset register 
a Prior year work in progress omitted from the financial statements 

Value Added Tax (VAT) , ^,.r^r>r^rt\/AT 

1 1 . The municipality could not provide appropnate reconciliations to support VA i 

amounting to R171 433,29 as disclosed in note 13 to the financial statements. The 
municipality’s records did not permit the application of alternate pro^dures, 
consequently the impact on the VAT balance cannot be ascertained. 

Financial statements 

12. Significant unexplained and irrecondiabie differences were idenfiried belween the 
balances in the statement of financial position, the statement of Tinancia! performance 
and the trial balance, as reflected by the examples in the table below: 



Descripijon of 
balance/figure 

Genera! ledger 

R 

Financial 

statements 

R 

7 -1 R4. *;7n 

Over/under 

statement 

R 

1 092 28U 

Cash and cash equivalents 
Property, plant and 

6092wSu 
105 177 678 

90 853 678 

, 14 323 900 

Capital expenditure on grant 

Revaluations ■ 

Retention fees 

Accounts receivable 

Revenue 

17 898114 

5 022 121 

2 037401 
13 006 299 
2 725465 

16952405 1 

7 796 547 

2 074 108 

I 17 181 258 

1 3 317 86/ 

2774 376 
36 706 
4 174 957 
" 592401 


13 Disclosed in the table below, unexplained and irreconcilable significant differences 
SereSild between the prior year's closing balances and the current year’s 

Opening balances 


Description in the financial I Closing balance, as 

statements 2^ 30 June 2009 

R 

-7r--jT 21712^ 

Property, plant and 

equipment ! 


Opening balance 
as at Oi July 2009 

R 

1 249 aeT 
64 5S8 15^ 


Difference 

R 

921 367 
3196115 


Expenditure 

.0 obSrssn ...u.™?.. .. 

properly recorded. Consequently, i did not obtain sufficient evidence 

to satisfy myself as to the occurrence, completeness, accuracy, cut-off and 
classification of expenditure amounting to R2 933 536.. 

1 5 The local municipality incorrectly recognised expenses on water 

behalf of tiie district municipality. There were no proper systems and controls ^ 
anS consSfuen^^^ could not d^rmine the amount of expenses that were incorrectly 

recognised 

1 6 Conseauently I was not able to determine whether any adjustments be 

necessary to ffie amounts shown in the financial statements for expenditur . rp 

for the year or the accumulated surplus 


Inventory 

1 7 stands with a market value of R2 048 400 that were held for sale were not recorded in 
fhe accounting records and financial statements of the munrcipality. As a result, the 
inventory balance of R21 748 is understated by the said amount 



Basis for disclaimer 


18. Because of the significance of fte 

financial statements. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these 
matters; 

Unauthorised expenditure 

employee cost and e)qDendrture 
Fruitless and wasteful expenditure 

2D As disclosed in note 33.2 to the financial statements fimitless and wasteful expenditure 
amounting to R1 639 001 was incurred on interest and penaities. sal 
suspended officials and legel fees. 

AddiUonal matters 

I draw attention to the matter(s) below. My opinion is not modffied in respect of these 
matters; 

Unaudited supplementary schedules 

accordingly i do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
22. As required by the PAA in ‘ems Gene^tof/ce f STO 

and regum and financial management {internal control). 


Predetermined objectives 

23. Material findings on the report on predetermined objectives, as set out on pages xx to 
XX, are reported below: 



Non-compiiance with regulatory and repordng requirements 


Quarterly performance reports not submitted tocouncii 


24. 


Monitorinq and reporting of quarterly performance results not adequate and 
consequently quartedy performance reports were not submitted to council and EXCO 
as required^by secti^^ 41(e) of the Wlunicipai Systems Act nor f f 

munidpaj manager and performance audit committee as required by regulahon ( 
ii) of the Local Government: Municipal Planning and Performance Managemen 

Regulations of 2001. 


Usefulness of information 

The following criteria were used to assess the usefulness 


of the planned 


and reported 


o^^*^SLurability: Are objectives made measurable by means of indcators and 

Are indicators well defined and verifiable, and are targets specific, measurable, a 

time bound? 


The following audit findings relate to the above criteria: 

Planned and reported performance targets not specific, measurable 

25 por the selected objectives, more than 51% of the of the planned and reported targets 
‘ were not specific in cleariy idenfifying the required level of performance, 

The foSng^ criterfe was used to assess the reliability of the planned and reported 
performance: 

. Accuracy: Amounts, numbers and other data relating to reported actual performance 
has been recorded and reported appropriately 

The following audit findings relate to the above criteria: 

Reported actual achievement not reliable when compared to source information 

26 For the selected objectives. 50% of the reported indicators were not accurate on the 
basis of the source information or evidence provided to support the reported indicators 


Compliance with laws and regulatioris 


MFMA 


Expenditure was incurred otherwise than in accordance with sections 15 and 11(3) of 
the MFMA resulting in unai/ihor/sed expend/fure 


?7 PxDenditure was not incurred in accordance v4th the approved budget of te 

mSX and exceeded the limits of te amounts appropriated for the drfferent votes 
in the approved budget of the municipality. 



Expenditure incurred was made in vain or could have been avoided resuldng in 
fruitless and wasteful expenditure 


28 Expenditure incurred was made in vain, and could have been avoided based on the fact 
that reasonable had been exercised, as set out in sectioni the definition or fruitless 
and wasteful expenditure” of the MFWIA. 


INTERNAL CONTROL 

29. 1 considered internal control relevant to my audit “ 

report on predetermined objectives and compliance with me WIFMA, but 
purposes of expressing an opinion on the effectiveness of internal conhol. The matt 
reported belov./ are limited to the deficiencies identified dunng the audit 

o Leadership 

Oversight responsibility 

The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations. 

Tone at the top 

Management’s philosophy and operating style does not promote effective control 
over reporting 

The accounting officer does not evaluate whether management has implemented 
effective internal controls by gaining an understanding of how senior management 
has met its responsibilities 


Action to mitigate risks 

Actions are not taken to address risks relating to the achievement of complete and 
accurate financial and performance reporting. 

o Financial and performance reporting 

Quality reliable AFS 

The financial statements and performance information were subjected to material 
amendments. 

The financial satements and other information to be included in the annual report 
are not reviewed for completeness and accuracy prior to submission for audit. 
Proper record keeping 

Requested information was not always available and supplied \mthout significant 
delay. 

Adequate systems 

General information technology controls are not designed to maintain the integrity 
of the information systems and the security of the data. 

Manual or automated controls are not designed to ensure that the transactions 
have occurred, are authorised, and are completely and accurately processed. 



o Governance 

Risk identification 

Risk identification does not have a format risk assessment process 
Fraud prevention 

A fraud prevention plan is not documented and used as per requirements of the 
applicable legislation 
Internal Audit 

The municipality does not have a internal audit section 
Audit commitiee 

The audit committee did not fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice 



Polokvjane 
30 November 2010 



AUOJTOR-GSNSRAL 

SOUTH APRiCA 


Audi’ling lo buiic/ public con'ideijce 



